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2 
KEY ECONOMIC INDICATORS 


% Change 
INCOME, PRODUCT & EMPLOYMENT 1979 1980 1981 1980-81 _ 


GDP, current prices (J$M) 4289 4756 5310 11.6 
GDP, constant prices ('74J$M) 1953 1851 1887 2.0 
Per capita GDP, current (J$M) 1982 2176 2386 0.2 
Per capita GDP, constant (J$M) 903 847 848 0. 
GDP, current prices (US$M) 2410 2672 2983 ce 
GDP, constant prices (USS$M) 1097 1040 1060 

Per capita GDP, current (US$M) 1113 1222 1340 1 
Per capita GDP, constant (US$M) 507 476 476 

Total employment (October, 000's) 663 737 761 
Unemployment rate (October) 32 le 26.8% 25.62 


OUTPUT OF MAJOR PRODUCTS (000's of metric tons) 


Bauxite 11,618 12,053 
Alumina 2094 2456 
Cement 225 145 
Sugar 284 231 
Bananas (exports) 69 33 





MONETARY DATA 


Change in C.P.I. (December) 19.82% 28.6% 
Change in GDP deflator 15.9% 17.0% 
Money supply (December 31, J$M) 541 647 


BALANCE OF PAYMENTS & TRADE (US$1.00 = J$1.78) 


Net foreign exchange reserves (US$M) -426 
Gross external debt (USS$M) 1307 
Annual external debt service (USSM) 335 
Balance on current account (USS$M) -143 
Exports (f.0.b.) (US$M) 814 
U.S. share of exports 45% 
Imports (f.0.b.) (US$M) 883 
U.S. share of imports 32% 


TOURISM 


Total visitors (000's) 594 
Hotel Room occupancy (average) 47.0% 





SUMMARY : 


After seven consecutive years of economic decline, the Jamaican 
economy exhibited growth, estimated at 2.0 percent, in 1981. 
Manufacturing, tourism, and construction all weathered poor 
starts, with performance picking up in the latter part of the 
year. The agricultural sector, spurred by the good performance 
of domestic crops, posted growth of some 3 percent. The mining 
sector took off well, but mid-year production cutbacks reduced 
the year's growth to 1.3 percent. 1981 saw a rise in both 
consumption and investment expenditure, achieved at the expense 
of the import bill. This occasioned a spectacular decline in 
the balance of payments. The unemployment rate fell marginally, 
and the consumer inflation rate fell dramatically to one-fifth 
of the previous year's levels. 


The growth rate should pick up somewhat in 1982 to around 

3 percent. All sectors of the economy with the exceptions of 
mining and government will share in this growth. New investment 
projects will increase considerably, but the impact on the 
unemployment rate will be negligible as the labor force continues 
to grow rapidly. The inflation rate will rise, as the tight 
monetary policy of last year is relaxed somewhat, to around 

10 percent. And the balance-of-payment on current account will 
continue to worsen. 


Jamaica's economic turn-around affords U.S. business an opportunity 
to make use of this country's many inherent advantages. This 
outlook will be considerably enhanced by the announcement of the 
Caribbean Basin Initiative, which, if passed by the Congress, wil] 
allow duty-free access to Jamaican goods to the U.S. market. 





PART A: CURRENT SITUATION AND TRENDS 
MACROECONOMIC PERFORMANCE AND OUTLOOK 


Performance 1981: The almost decade-long decline of the Jamaican 
economy has been halted. Official figures of economic performance 
in 1981 indicate real GDP growth of approximately 2.0 percent. It 
was a year of restructuring for the economy. The government drew 
plans and defined priorities, and private business for the first 
time in years could envision a planning horizon sufficiently long 
to plan new investment. They set about the task of rebuilding 

raw material stocks for their established activities and 
identifying possibilities for new endeavours. That growth was 
achieved amidst the dislocations of economic turn-around was 
primarily the result of increased activity in construction and 
services - particularly financial services, the result of renewed 
investment interest, and real estate services, a consequence of 
increased construction. That the growth performance was not better 
was caused by the necessity for restructuring and refurbishing in 
some sectors, foreign exchange and consequent raw material 
constraints, and demand leakage from the increased availability 

of imported consumer goods. 


A characteristic of 1981 was increases in both consumption and 


investment. The increased consumption was made possible by a 

flood of imports on the local market, particularly in the latter 
part of the year. Monitored new private investment was $21,0 
million. Considering that new investment of this nature was 
negligible in 1980, the 22 projects that account for the 1981 
investment figure represent a creditable performance. Inflation 
was the major success area for the administration of Prime Minister 
Edward Seaga. The annual increase in the Consumer Price Index fell 
from a four-year average of 25 percent to just under 5 percent last 
year. This is the lowest rate of consumer price inflation that 
Jamaica has experienced in a decade. Unemployment data for the 
second half of last year show a continuation of recent trends. The 
unemployment rate fell slightly from 26.8 percent a year before to 
25.6 percent. 


As a direct consequence of the roughly 30 percent increase in the 
value of merchandise imports, not only of consumer items but of 
raw materials, the balance-of-payments on current account worsened 





considerably in 1981. This deficit, which stood at $148 million 
for 1980, sank to $427 million last year. Aggregate exports 
grew only marginally, but this was expected considering the time 
lags associated with penetrating new foreign markets and the 
poor production performance of the two major export commodities, 
bauxite and sugar. 


Outlook 1982: The growth of the economy will likely pick up in 

1982 to around three percent. But the year will otherwise bear 

much similarity to 1981. Restructuring and recovery will remain 

the general theme of economic activity, the economy not yet having 
attained a normal growth pattern. A severe constraint will be 

the continued shortage of hard currency for the purchase of raw 
materials and capital goods, and present indications are that 

the situation is much tighter than that which was obtained last year. 


A key area in Jamaica's near future is investment in new economic 
enterprises, since this is to be the backbone of the export thrust. 
Based on an analysis of proposals now being studied by the 
government's investment coordination agency, new investment 
projects will show an increase of 300 to 400 percent over last 
year's total of 22. This entails a capital investment of at least 
$65 million. Significant though this is after years of low 
investment, it will still be well below the requirements of the 
Jamaican economy. The medium term outlook in this area has been 
brightened considerably by the announcement of the Caribbean Basin 
Initiative, particularly the provision for duty-free access to 

the U.S. market. This will attract precisely the type of export- 
oriented investment envisioned in the administration's economic 
recovery program. For fear of strangling investment, the extremely 
tight monetary policy of last year is unlikely this year. Thus, 
One can expect greater growth in the money supply, but with a 
continuation of the current restrictions on consumer credit. With 
all this, the inflation rate in 1982, measured by changes in the 
Consumer Price Index, should be in the region of 10 percent. The 
increased economic activity this year will not greatly affect the 
current unemployment rate. The number of persons employed will 
continue to increase as both construction and tourism - labor 
intensive sectors - enjoyed good years, but the labor force continues 
to grow at a high rate. 





The external current account deficit should widen further in 
1982, as the value of imports continue to rise before new 
exports come on stream. Even if import volume maintains its 
1981 level, a likely outcome, import prices will rise by the 
double-digit levels recently characteristic of inflation in 

the economies of Jamaica's chief suppliers. Jamaica's primary 
exports, however, are raw materials and not consumer goods, and 
a similar price rise cannot be expected. Aggregate export value 
will probably drop due to continued cuts in bauxite and alumina 
production. 


SECTORAL PERFORMANCE AND OUTLOOK 


Manufacturing: Manufacturing, a crucial sector for the Jamaican 
economy because of its expected roie in the economic recovery 
program, only maintained its 1980 level of production last year. 
Production increases in the latter half of the year offset a 
disastrous first half. Food, chemicals, and basic metal products 
performed well, whereas production declines occurred for sugar 
products, alcoholic beverages, and petroleum refining. The primary 
problem of recent years remained the principal constraint to 
increased production in manufacturing last year - a lack of adequate 
levels of foreign exchange for the purchase of raw materials and 
machinery. Despite raw material imports having increased 
Significantly last year, the total increase was insufficient to 

fuel a significant response in manufacturing. An additional obstacle 
was the low level of domestic demand for locally produced goods, as 
a result of competition in the market place from imported consumer 
goods. 


The manufacturing sector should make a more significant 

contribution to overall economic performance in 1982, posting a 

real growth rate of at least three percent. An even better 
performance will be constrained by the continued hard currency 
shortage. Despite this constraint, and the perennial problem of 

the inadequacy of supervisory and management skills, some industries 
will do especially well. Food and beverage production, especially 
alcoholic beverages, could post significant increases over last 
year. Garments should also do very well, but this depends on how 





soon planned new investment for the export market can come on 
stream. Cement, steel, and household fixtures should also do 
well, as these industries try to keep pace with the on-going 
construction boom. Finally, the furniture industry should have 

a very good year, with strong demand as a result of the increased 
construction activity on top of export demand, and few of the 
supply constraints which hamper other construction-linked 
industries. 


Agriculture: In 1981, agriculture maintained its general trend 
of recent years with export agriculture declining and domestic 
crop production increasing. The decline in the production of the 
traditional export crops was 11.8 percent for sugar cane, 18.2 
percent for bananas, and 42.4 percent for citrus. The rise in 
domestic food crop production was 6.0 percent. Overall, the 
agricultural sector bettered the previous year's performance by 
just over three percent. The poor results in the export sector 
were due to the continued structural problems in sugar cane 
production, and the failure of the banana industry to recover 
from the decimation by Hurricane Allen in 1980. Replanting of 
bananas has been proceeding, but the new plants take almost a 
year to reach fruition. Domestic agriculture responded to a 
steady rise in retail food prices up to 1980, which caused an 
increase in the acreage planted in domestic crops. 


Assuming reasonable weather patterns, we expect about three 

percent real growth in agricultural production in 1982. Export 
agriculture will break trend and grow for the first time in many 
years, possibly by as much as 8 to 10 percent. While the sector 
remains hampered by a large number of factors (soft world markets, 
shortage of necessary agricultural inputs, financial and credit 
constraints), such significant growth is possible because of the 
low base from which production will be increasing. Against this 
level, banana production could easily show a 50 percent increase 

in 1982. Little or no growth is expected in sugar production, 

the problems here being more structural and thus not amenable to 
quick solution. Both citrus and tobacco should do well, as should 
coffee, but cocoa production will likely decline slightly. After 
years of consistent growth, locally consumed agricultural crops 
will at best have a zero growth year, as a result of the relatively 
low domestic food prices which were obtained last year following the 
government's anti-inflation measures. 





Bauxite and Alumina: The bauxite companies began 1981 with 
production levels which, had they been maintained, would have 
resulted in bauxite production of 12.8 million tons, an increase 
of 6 percent over the previous year. Mid-year cutbacks, however, 
resulted in a total production of only 11.7 million tons, or a 
3.1 percent decline from 1980. The production cutbacks were 
necessitated by declining world demand for aluminum, the 

result of economic recession in the industrial countries. This 
represents a qualitative change from the situation that was obtained 
in the industry prior to last year, when poor production was 
caused primarily by factors internal to the Jamaican economy. 

The sector's growth, in GDP terms, was produced because a larger 
portion of total bauxite production was processed into alumina, 
which has a higher value added component than does bauxite. 


Even with the expected recovery in the major world economies, the 
local mining sector will not benefit immediately,as recovery of 
aluminum sales historically lags behind overall economic recovery. 
Hence, the reduced production rates will likely be continued through- 
out 1982. Only the agreement to buy 1.6 million tons of Jamaican 
bauxite for the U.S. strategic stockpile has prevented the year's 
outlook from being worse that it is. Even with this additional 
purchase, however, total bauxite production will probably again 
decline from the previous year's level. 


Tourism: Tourism in 1981 was only slightly better than in 1980. 
Total stop-over visitor arrivals increased by 2.8 percent to reach 
406,355. However, despite the lack of significant growth, 1981 
can hardly be classified as a disappointment. The winter tourist 
season at the beginning of the calendar year was a mere two months 
after the most violent electoral campaign in Jamaican history, and 
no one expected a blockbuster season. Visitor arrivals were down 
almost 20 percent in the winter quarter (January-March), but the 
situation steadily improved throughout the year thereafter. Visitor 
arrivals were strong at year end, and helped to account for a good 
final quarter. Generally, 1981 was a year of restructuring and 
refurbishing for the establishments in the industry. 


The government is hoping to achieve a target of a 30 percent 

increase in visitors in 1982, and may well get it. Whether the 
full target is achieved or not depends somewhat on the fortunes 
of the U.S. economy, but even continued recession there may not 





prevent significant growth in Jamaican tourism this year. The 
reaction of recent visitors to the improvement in the quality 

of the tourist product has been favorable. This, along with the 
positive press and increased publicity that Jamaica has been 
receiving in the U.S. market consequent upon the change in image 
and direction of government policies ensure a large flow of 
visitors this year. The refurbishing and improvements which 
began last year will be accelerated this year as the highly 
profitable 1982 winter season has put virtually all hotels in a 
better position to finance these activities. 


Construction: The construction sector grew in 1981 for the 

first time in three years, by 2.4 percent. This was the net 
effect of a significant increase in the construction of commercial 
and office buildings, and a slight decline in housing construction. 
Activity in this sector followed the pattern of that in 
manufacturing and tourism, with significant growth in the fourth 
quarter offsetting early declines. Construction start-ups for 
private sector housing schemes was mainly responsible for the 
final quarter performance. 1981 witnessed a 14.2 percent growth 
in employment in construction, despite the mediocre growth in the 
sector's activity, underscoring construction's importance to the 
Jamaican economy as a labor-intensive sector. 


Construction will be the economy's bright spot in 1982. Two 
indicators, a significant increase in the number of approved 
building applications last year, and the almost $200 million 

worth of projects already in advanced stages of preparation, point 
to growth this year that may well reach 10 percent. The major 
constraint on this sector's activity is the availability of inputs. 
Encouragingly, the production of every major construction input 
rose last year, as did imports of construction materials. There is 
little, therefore, to prevent this sector from delivering ona 
promise of good performance in 1982. 





PART B: IMPLICATIONS FOR THE UNITED STATES 


Background: Cooperation between the United States and Jamaica 

is at a higher level now than at any other time in the history of 
the two countries. This is a result of the coincidence of two 
circumstances - increased fears in Washington about the political 
developments in the Caribbean Basin, and Jamaica's sharp turn in 
economic and political policy following the election of the 

Seaga Administration almost two years ago. The Reagan Administration's 
regional political concerns have led it to view Jamaica's success in 
its new thrust with some amount of importance. From this has 
followed the cordial relations between the two leaders, the 
formation of the U.S. Business Committee on Jamaica, the massive 
amounts of U.S. aid that has been coming into Jamaica, and, 
indirectly, the Caribbean Basin Initiative. A significant result 

of all this for Jamaica is that the country has become one of the 
prime areas of U.S. business interest in the world. 


The U.S. Business Committee on Jamaica was formed after Jamaica's 
Prime Minister paid an official visit to the White House last year. 
The committee has been working closely with its Jamaican 
counterpart, the Prime Minister's Committee on Investment and 
Employment, to facilitate the process of United States investment 
in Jamaica. Joint task forces of the two committees recently 
outlined their plan for the development and expansion of Jamaica's 


manufacturing sector. The Caribbean Basin Initiative, as it 

applies to Jamaica, includes measures to allow duty-free access 

of basin commodities to the U.S. market, to reduce investment 

risk in the region through tax credits, to expand credit to the 

local private sector, and to increase bilateral financial assistance. 


Trade Opportunities: The United States is by far Jamaica's most 
important trading partner. With the economy growing once again, 
there will be ample room for U.S. manufacturers to increase that 
share by even more. This may be difficult in the very short run. 
however, since the current hard currency shortage constrains 
unchecked increases in Jamaica's import bill. Peeerererrna es U.3. 
suppliers should now be establishing contacts y t 
inevitable increases in raw material and machinery ‘imports ‘that 
will accompany sustained economic growth in Jamaica. Particularly 
bright prospects exist for export to Jamaica of fertilizers and 
pesticides, metal and plastic products for fabrication and 





packaging, machinery and spare parts for virtually every type 
of industry, household and office fixtures, and supplies for 
the tourist industry. 


Investment Opportunities: Jamaica's preferential access to the 
U.S. market under the Generalized System of Preferences and the 
basin initiative, to the European market under the Lome Convention, 
its well developed economic and financial infrastructure, and 
excellent shipping connections justify Jamaica's position as a 
prime area for foreign investment interest, Jamaica has 

relatively low wages and a stable political system, along with 

an administration that is vigorously encouraging foreign investment 
and hence has set up special government mechanisms to facilitate 
it. These combine to give Jamaica an especially attractive 
investment climate, Particular opportunities exist for investment 
in horticulture, food processing, coffee, tropical fruits, farms 
for fish, shrimp, and lobster, mining of marble and gypsum, data 
processing, electronics assembly, furniture manufacturing, and 

the entire range of tourism activities. 








